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Resorting to panel data investigation, this study seeks to test the causal 
relationships between current account imbalances and budget deficits in 
Pacific island countries. The study findings are that current account 
imbalances and budget deficits are cointegrated, although there is no long 
run causality relationship between current account deficit and budget 
deficit and money supply. However, in the short run, there is a bi-
directional relationship between current account deficit and budget deficit. 
The study suggests some policy measures.  
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